ABSTRACT
INTRODUCTION
Beneficiaries of financial statements use financial ratios to a large extent in order to comment on the current financial situation and to make estimation on the future financial position of firms.
Those who benefit from the financial statements can be basically classified into four categories which are company managers, creditors, shareholders (investors) and the government. These four use financial ratios for different purposes: company executives to measure the company's financial performance, creditors to see the capability of debt payment, the government to assess whether the firms contribute to economic efficiency and consequently shareholders to determine whether their investments are profitable or not. When investors decide to buy securities, they take macroeconomic or firm-specific variables into account. Changes in macroeconomic variables more or less affect the stock market in the same way. However the impact of macroeconomic variables on each security will not be alike. In other words, the stock market adapts to business cycle fluctuations in the economy. However, management risk and financial risk as the firm-specific factors or non-systematic risks vary depending on the firm's structure and the aforementioned risks will be minimized by effective management. In this respect, the fundamental analysis which is used frequently to measure financial performance and risk has a significant influence on the formation of shareholder value. Brokerage firms and investment banks related to advisory issue benefit widely from ratio analysis. The study is organized as follows. In the second part of the paper, the literature examining the impact of financial information and ratios on stock returns is summarized. In the third part, detailed information about the data is given. Methodology is presented in the fourth part.
In the fifth section, to determine if consolidated financial ratios of banks involved in the XBANK index has a material impact on the XBANK Stock Index, an econometric analysis is performed and VECM is formed. Finally in the last section, the findings obtained as a result of econometric analysis are assessed.
LITERATURE REVIEW
While taking investment decisions, financial analysis of a firm by using the ratio method would help us to make realistic estimations about the future performance of the company's stock prices. At the same time, in case of the firm's worsening financial structure, using financial ratios to analyze the financial situation acts as an early warning signal (Ohlson James, 1980) .
There are several studies that have examined the relationship between financial information and earnings ratio. While a substantial number of the studies examined the relation between financial statement data and stock returns over time, others focused on whether the financial ratios generated from financial statement data can explain the stock performance of firms. When related literature is examined, besides financial ratios derived from only accounting records such as the liquidity, financial structure (leverage), turnover and profitability ratios, stock performance ratios generated from the combination of market-based and accounting-based financial information are also used to explain stock return. For the first time, Ball and Brown (1968) conducted a study on investigating the relationship between annual profit figures and stock prices of firms covering the period between 1957 and 1965 and thus the study is accepted as the outset of value relevance theory. Value relevance research examines the association between accounting amounts and equity market values (Barth Mary et al., 2000) . Value relevance theory is not only an instrument to estimate quality of accounting information, but also provides information to investors in valuing the firm and stock prices (Akarim et al., 2012) . Another important issue is that testing value relevance requires a market where investors are free in making their decisions and where investors' decisions affect prices. Otherwise, even if accounting numbers are of the highest quality and investors pay attention to them, accounting numbers will have no impact on stock returns (Klimczak Karol, 2009) . By adapting correlation analysis, O'Connor (1973) determined 10 financial ratios which can represent 33 financial ratios extracted from the monthly financial statements announced to the public between 1950 and 1954. In the study, he examined if Ratio Analysis can explain and predict investors' stock returns or not. He investigated the relationship between stock returns and these selected financial ratios by using the linear multiple regression model. He also reached the outcome that the ratios called total liabilities/net worth, income available for common shareholders/net worth, cash flows to number of common stocks, current liabilities to inventory, and earnings per share/price per share affect the predictability and interpretation of stock returns significantly. Peavy and David (1985) investigated the reasons for poor stock market performance during the period 1965-1981 in the S&P 400 market index. Their analysis reveals that a sizeable contraction in P/E ratios was mainly responsible for this poor stock market performance as the stock market rally that began in August 1982 resulted primarily because of a widespread expansion in P/E ratios. The model that they developed indicates that three primary factors, namely inflation, corporate debt ratios, and corporate profit margins influence P/E ratios. Hull (1999) examined the impact of debt-to-equity ratio on stock value of 338 firms from various industries during 1970-1988 in USA. He investigated whether stock value is influenced by how a firm changes its leverage ratio in relationship to its industry leverage ratio norm. He found that announcement-period stock returns for firms moving "away from" industry debt-to-equity norms are significantly more negative than returns for firms moving "closer to" these norms. Lewellen (2004) In the full sample and various subsamples, D/Y is typically significant at the 0.001 level, with many t-statistics greater than 3.0 or 4.0. The evidence for B/M and E/P ratios is somewhat weaker and, overall, they seem to have limited forecasting power. Malaysia. They adopted the market based financial ratios as D/Y, B/M and E/P with reference to Lewellen (2004) . According to the empirical results, similar to the findings of previous research in the developed market, Lewellen's financial ratios are able to predict future stock return in Bursa Malaysia as an emerging market. However, unlike Lewellen's finding, the predictive power of B/M is higher than that of other financial ratios. Consequently, the combination of the financial ratios enhances stock return predictability.
Büyükşalvarcı (2011) 
DATA
In this study, the consolidated financial statements of 13 banks in total between the fourth 
Categories of Financial Ratios Used in Financial Analysis

Profitability
The return on equity ratio or roe is a profitability ratio that measures the ability of a bank to generate profits from its shareholders' investments. Roe is more than a measure of profit; it is a measure of efficiency. A rising roe suggests that a bank is increasing its ability to generate profit without needing as much capital. It also indicates how well a company's management is deploying the shareholders' capital. In other words, the higher the roe, the better. Roe can be formulated as:
Return on total assets or the return on assets ratio, is a profitability ratio that measures the net and return on assets can be recognized in the denominators of the formulas. For return on assets, the denominator is average total assets and for the return on equity formula, the denominator is average stockholders' equity (www.financeformulas.net/Return-on-Equity.html). The formula for return on assets is:
Liquidity
The current ratio is a liquidity ratio that measures a firm's ability to pay off its short-term liabilities with its current assets. The current ratio is calculated by dividing current assets by current liabilities. Current assets like cash, cash equivalents, and marketable securities can easily be converted into cash in the short term. This means that companies with larger amounts of current assets will more easily be able to pay off current liabilities when they become due. Current ratio, also known as liquidity ratio, can be formulated as:
Capital Adequacy
Bank capital to assets is the ratio of bank capital and reserves to total assets. Capital and reserves include funds contributed by owners, retained earnings, general and special reserves, provisions, and valuation adjustments. Capital includes tier 1 capital (paid-up shares and common stock), which is a common feature in all countries' banking systems, and total regulatory capital, which includes several specified types of subordinated debt instruments that need not be repaid if the funds are required to maintain minimum capital levels (these comprise tier 2 and tier 3 capital).
Total assets include all non-financial and financial assets (data.worldbank.org/indicator/FB.BNK.CAPA.ZS).
Asset Quality
The asset quality of a bank is a unique factor that could affect all aspects of a bank's performance and a substantial decline in asset quality will not only erode the profitability but could ultimately lead to the insolvency of the bank. Therefore, banks with better asset quality enjoy better credit standings while banks with low asset quality, owing to higher non performing loans, have high risk with comparatively higher probability of default (Mirza and Hervé, 2010) .
Leverage
The debt to equity ratio shows the percentage of bank financing that comes from deposits, borrowed funds and other liabilities. A higher debt to equity ratio means that more deposits or funds are used instead of shareholders' capital. Industries differ from each other in terms of debt to equity ratio benchmarks, as financial intermediaries tend to use more debt financing than the nonfinancial sector. Stock returns are a first order determinant of debt ratios, in that they are perhaps the only well understood influence of debt ratio dynamics, and that many previously used proxies seem to have helped explain capital structure dynamics primarily (Welch, 2004) .
METHODOLOGY
In the study, financial ratios roe, roa, cr, car, lar, nplr, ldr and levr have been examined to determine whether they have material impact on the XBANK Stock Index. The relation between the above mentioned financial ratios and the XBANK Stock Index has been explored within the context of bivariate and multivariate statistical analysis so as to apply predictive regression.
In order to find the relationship between financial ratios and Stock Index, the variables subject to analysis should be stationary as a spurious regression equation can be generated if regressed for a non-stationary series (Engle and Granger, 1987 In order to reveal the long-term relationship between the variables, a co-integration test is performed. For this purpose, the Johansen-Juselius cointegration test which was developed by Johansen and Katarina (1990) has been carried out. In this test, in order to determine the existence of a cointegration relationship, the eigen value of the variables is utilized which is based on the likelihood ratio of the Johansen trace statistics test. At the same time, the Johansen-Juselius
Cointegration Test is performed to determine lag length for the Vector Auto Regression model.
If a cointegration relationship between the variables exists, there can be at least a one-way causality relationship between the variables. A causality test has been carried out in order to determine the causality relationship between the cointegrated variables. The first study of the causality relationship in the finance literature was conducted by Granger (1969) . The Granger causality test investigates the relationship between two variables to determine its direction. If the dependent variable is estimated better with the previous values of the independent variable rather than the present value of the independent variable, it is concluded that the independent variable is the cause of the dependent variable (Charemza and Deadman, 1992) .
Finally, if a cointegration relationship between the variables is verified, the Vector Error
Correction Model (VECM) is established. After the variables have been made stationary, the relationship level between each independent variable and the dependent variable has been determined via regression analysis in order to reveal whether the independent variable discloses the dependent variable or not. In Table 3 , ∆Logcar, ∆Loglar, ∆Lognplr and ∆Loglevr amongst the independent variables which have 43 observed values are the explanatory series at the significance levels of 1% and 10%
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in the regression analysis implemented by applying the least squares method. Unlike the nonfinancial sector enterprises, banks shall be obliged to calculate, achieve, perpetuate and report capital adequacy ratio, which shall not be less than eight percent, within the framework of the Capital adequacy standard ratio is calculated as "the equity / sum as a basis for credit risk + sum as a basis for capital risk + sum as a basis for operational risk" (Turkish Banking Law No.5411 ). In the formula, if we consider the credit risk in terms of standard capital adequacy ratio, an upswing in loan portfolio will cause an increase in the credit risk and this will lower the ratio. So the more a bank wishes to grant loan, the more it must hold equity. In this respect, the expected sign of ∆Log car should be positive and correspondingly the coefficient of ∆Log levr should be negative.
After determining the significant variables in the simple regression analysis, the Johansen cointegration test has been applied in order to determine the cointegration relationship or the long-run relationship between the given variables. Table 4 , the existence of a co-integration relationship between the dependent variable logxbank and each independent variable has been tested. In the Johansen cointegration test, the eigen values of the variables are used. This test is based on the "Likelihood Ratio" which is also called the "trace statistics". In this table, the r co-integration vector has been used so that the null or alternative hypothesis has been tested. The null hypothesis refers to the absence of a cointegration relationship. If the trace statistics for variables is higher than the critical value, the null hypothesis is rejected or refused while the alternative hypothesis is accepted and thus, the existence of a cointegration relationship is verified. According to the test results in the table, the fact that there is at least one cointegration vector for all the variables has been confirmed at significance level of 5%. After elimination of the variables which are proved to be insignificant, the dynamic model of the BIST XBANK Index is presented in the equation below:
After testing cointegration and the causal relationship of each independent variable with dependent variables, the existence of a cointegration relationship of all the independent variables with the dependent variable has been verified by performing the Johansen Cointegration Test.
Following the verification of cointegration relationship, the Vector Error Correction Model (VECM) has been created. In Table 9 , according to the VEC Granger Causality/ Block Exogeneity Wald Test Results, in the event that the null hypothesis which indicates the absence of a causal relationship is accepted, the test has reached the conclusion that the independent variables ∆Loglar and ∆Loglevr are not
Granger Cause of ∆Logxbank. On the other hand, in the event that the null hypothesis which indicates the absence of a causal relationship is rejected or the alternative hypothesis is accepted, the test has reached the conclusion that the independent variables ∆Lognplr and ∆Logcar are Granger Cause of ∆Logxbank. 
CONCLUSION
In this paper, it is examined whether the change in the ratios used in the financial analysis of the Turkish Banking Sector for the quarterly periods of 2002 and 2013 explains the change in the BIST XBANK Index or not. The 8 unit ratios, in 5 categories are used as an independent variable in the study.
All the variables used in the analysis function with a normal distribution by means of taking the logarithm of them. As the variables are not stationary at the level in compliance with
Augmented-Dickey-Fuller Unit Root Test results, these variables are made stationary by taking their first difference. In addition, the simple regression analysis has been conducted in order to test whether each independent variable can explain the dependent variable separately. According to the results of the regression analysis, the change in profitability and liquidity ratios has not been found significant in explaining the change in the BIST XBANK Index. Moreover, although there is a statistically positive and significant relationship between the change in the reserve ratio of the non-performing loans which is used to measure the quality of assets together with the loans-to-assets ratio and the change in the BIST XBANK Index, no significant relationship has been found between the change in the loan to deposit rate and the change in the BIST XBANK Index.
Furthermore, while there is a statistically positive and significant relationship related to capital adequacy between the change in the capital to asset ratio and the change in the BIST XBANK Index, a significant but negative relationship is determined between the change in the debt to equity ratio (financial leverage) and the change in the BIST XBANK Index.
In the studies regarding the debt to equity ratio, it is concluded that the change in the leverage ratio is one of the most important factors which explain the change in the price to earnings ratio and the dividend yields (O'Connor, 1973; Peavy and David, 1985) and these studies reveal that the leverage ratios and the performance of the dividend yields of the companies which diverge from the average leverage ratio in the same sector are lower in comparison with the ratios and the performance of the companies which converge to the average leverage ratio of the sector (Hull, 1999) . In addition, by applying the pairwise cointegration test to the independent variables which have been found significant to explain the dependent variable, it is determined that there is a long run relationship between all the independent variables and the BIST XBANK Index.
According to the Pairwise Granger Casualty test results, it is found that all the independent variables except for the loan to deposit exchange ratio are the cause of BIST XBANK Index at the significance levels of 5%.
The Vector Error Correction Model is created by reason of the fact that there has been at least one unit cointegration vector confirmed by Multivariate Cointegration Test Results. The VECM equation has shown that all the independent variables apart from the leverage ratio have a positive relationship with the BIST XBANK Index. In the VECM equation obtained at the fourth lag time, it is seen that the only variable which has the strongest relationship with the BIST XBANK Index is the provisions for the non-performing loans ratio.
The VEC Granger Causality / Block Exogeneity Wald Test Results have revealed that the capital to assets ratio and the provisions for the non-performing loans ratio are the cause of the BIST XBANK Index.
